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E.O. 11652: N/A 
TAGS: EIN, JA 

SUBJECT: JOF BUDGET PROPOSALS 

1. SUMMARY: MOF PROPOSALS FOR FY 1977 BUDGET WHICH WENT 
TO CABINET JAN 13 CAN BE JUDGED AS SUPPORTIVE OF SOMEWHAT MORE 
RAPID ECONOMIC EXPANSION IN COMING EISCAL YEAR. ANSWER TO 
MORE DIFFICULT QUESTION - EFEECT OE PLANNED DEGREE OF 
EASING OE FISCAL POLICY ON PROSPECTS OE ACHIEVING GOVT 
GROWTH TARGET - DEPENDS HEAVILY UPON HOW BUDGET IS 
RECEIVED, BECAUSE OE IMPORTANCE OE PSYCHOLOGICAL EACTORS 
IN CURRENT ECONOMIC ENVIRONMENT. IE CONSENSUS IS THAT BUDGET 
REPRESENTS ADEQUATE RESPONSE, IT MAY HAVE DESIRED IMPACT IN 
BOLSTERING PRIVATE SPENDING AND INVESTMENT PLANS. IF IT IS 
HEAVILY CRITICIZED, IT MAY NOT. FIRST REACTIONS IN JAPAN ARE 
GENERALLY UNDERSTANDING BUT NOT ENTHUSIASTIC. IN ANY CASE, 
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AS EXPECTED, FUKUDA HAS PLACED HIS BETS ON EXPENDITURE INCREASES, 

PARTICULARLY FOR PUBLIC WORKS, RATHER THAN TAX CUTS, AS 

BEST WAY TO EASE FISCAL POLICY. GOVT MAKES NO SECRET OF 

FACT THAT THIS BUDGET REPRESENTS ALL THEY FEEL THEY CAN 

DO, AND BY IMPLICATION NOT NECESSARILY ALL THEY WOULD 

HAVE DONE ABSENT CONSTRAINTS. END SUMMARY. 
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2. AFTER PRESENTATION TO CABINET JAN 13, GOVT RELEASED 
MOF PROPOSALS FOR JAPAN FY 1977 BUDGET (BEGINNING APRIL I). 
BETWEEN RELEASE DATE AND JAN 20, WHEN CABINET SCHEDULED TO 
APPROVE BUDGET FOR FORWARDING TO DIET, VARIOUS MINISTRIES 
WILL MAKE THEIR LAST-DITCH PLEAS IN ATTEMPT TO CORRECT 
PERCEIVED WRONGS INFLICTED UPON THEM BY EINANCE MINISTRY 
IN BUDGET-MAKING PROCESS TO DATE. THESE DEBATES MAY LEAD 
TO CHANGES IN APPROPRIATIONS FOR INDIVIDUAL MINISTRIES, 

BUT MAIN BUDGETARY AGGREGATES, AND THE REVENUE PROPOSALS 
NOW AVAILABLE, SHOULD BE MAINTAINED BY GOVT AND THUS PROVIDE 
AN ADEQUATE BASIS FOR JUDGING INITIAL GOJ FISCAL POLICY 
STANCE IN FY 1977. PRINCIPAL CAVEATS TO KEEP IN MIND ARE 
THAT GOVT HAS NOT YET GIVEN ITS VIEWS ON NEED FOR SUPPLE- 
MENTAL BUDGET IN NEXT FISCAL YEAR, AND THERE MAY BE ADJUST- 
MENTS IN FISCAL LOAN AND INVESTMENT PROGRAM AUTHORIZATIONS, 
EITHER AS RESULT OF CABINET DELIBERATIONS OR SUBSEQUENTLY 
BY GOVT SHOULD IT DECIDE TO EXERCISE ITS STANDBY AUTHORITY 
TO INCREASE MOST FLIP AUTHORIZATIONS UP TO 50 PERCENT WITHOUT 
GOING TO DIET. (FLIP IS GOVT CAPITAL ACCOUNT, SEPARATE 
FROM GENERAL ACCOUNT, FINANCED PRIMARILY BY POSTAL SAVINGS, 
PENSION FUND AND OTHER SIMILAR RECEIPTS.) 

3. MAIN OUTLINES OF BUDGET ARE GIVEN IN TABLES AT END OF 
THIS MESSAGE. KEY ELEMENTS MAY BE SUMMARIZED AS FOLLOWS: 

A. GENERAL ACCOUNT EXPENDITURES SCHEDULED TO RISE BY 17.4 
PERCENT; EVEN AFTER ADJUSTMENT FOR INFLATION THIS REPRE- 
SENTS SUBSTANTIAL RATE OF INCREASE. 
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B. FISCAL LOAN AND INVESTMENT PROGRAM AUTHORIZATIONS 
INCREASED BY 12. 1 PERCENT, WHICH TRANSLATES INTO A MODERATE 
INCREASE IN REAL TERMS. 

C. TAKEN TOGETHER, GENERAL ACCOUNT AND FLIP AUTHORIZA- 
TIONS ARE UP 15.8 PERCENT OVER INITIAL FY 1976 LEVELS, 

SOMEWHAT FASTER THAN THE PROJECTED 13.7 PERCENT INCREASE 
IN PROJECTED NOMINAL GNP. 
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D. BORROWING THROUGH BOND ISSUES TO FINANCE GENERAL ACCOUNT 
BUDGET DEFICIT IS SCHEDULED TO RISE FROM YEN 7,275 BILLION 

BY INITIAL FY 76 BUDGET TO YEN 8,480 BILLION IN NEXT 
FISCAL YEAR, REMAINING, AS IN CURRENT FY, SLIGHTLY UNDER 
30 PERCENT OF GENERAL ACCOUNT EXPENDITURES. 

E. REVENUE PROPOSALS FEATURE CUT IN CENTRAL GOVT PERSONAL 
INCOME TAX OE YEN 353 BIL, PARTIALLY OEFSET BY VARIOUS TAX 
INCREASES ESTIMATED AT YEN 168 BIL IN NEXT EISCAL YEAR. 

IN ADDITION, LOCAL INCOME TAXES (LOCAL INHABITANTS TAX) 
EXPECTED TO BE REDUCED ABOUT YEN 80 BIL. TAX ACTIONS 
THUS AMOUNT TO A NET REDUCTION OF ABOUT YEN 265 BIL FOR 
FY 1977. 

4. BUDGET PRESENTED A YEAR AGO CONTAINED PROPOSED 
EXPENDITURE INCREASES OF ABOUT 14 PERCENT IN BOTH GENERAL 
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ACCOUNT EXPENDITURES AND FLIP PROGRAMS. BY THIS STANDARD 
NEW BUDGET IS SOMEWHAT MORE EXPANSIONARY THAN CURRENT YEAR 
BUDGET AS PRESENTED. PROBABLY LESS SIGNIFICANTLY, THE 
BUDGET DEFICIT IS SCHEDULED TO INCREASE BY 16.6 PERCENT 
THIS FISCAL YEAR. 

5. OBSERVERS' INTERPRETATIONS OE ADEQUACY OF NEW BUDGET 
STIMULUS COULD BE PARTICULARLY IMPORTANT IN CURRENT ENVIRON- 
MENT, IN WHICH CONFIDENCE FACTORS LOOM SO IMPORTANTLY. IN 
PARTICULAR, WHETHER BUSINESSMEN RESPOND POSITIVELY AND 
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EXPAND INVESTMENT PLANS COULD DEPEND HEAVILY ON CONEIDENCE 
EACTORS. BUSINESS HERE APPEARS TO BE GIVING RESTRAINED 
APPROVAL TO BUDGET, APPLAUDING DECISION TO STRESS PUBLIC 
WORKS, BUT EXPRESSING SOME CONCERN ABOUT SMALL SIZE OE TAX 
CUT AND POSSIBLE DIEFICULTY LDP MAY FACE IN GETTING BUDGET 
THROUGH DITE. PRESS, WHICH NEARLY ALWAYS ASSUMES ROLE OF GOVT 
CRITIC, ALSO IS GRUMBLING THAT STIMULUS SEEMS INSUFFICIENT 
AND FOCUS DOES NOT MEET NEEDS OF SOCIAL WELFARE, BUT 
IS NOT REALLY ATTACKING BUDGET HEAD ON. 

6. TAX CUTS OBVIOUSLY DO NOT FIGURE IMPORTANTLY IN GOVT'S 
PLAN TO STIMULATE ECONOMY. INCOME TAX REDUCTIONS ARE OF 
THE MINI-CUT VARIETY, BASICALLY DESIGNED TO COMPENSATE 
FOR THE IMPACT OF INFLATION ON TAXPAYERS. VEHICLE FOR 

CUTS EFFECTIVELY IS INCREASE IN LEVEL AT WHICH TAXES BEGIN TO BE 
LEVIED. TAX INCREASES FALL HEAVILY ON BUSINESS, AND 
REFLECT SUBSTANTIAL REFORM ELEMENTS. DETAILS WILL BE 
REPORTED SUBSEQUENTLY, BUT FROM MACRO POINT OF VIEW 
CONCLUSION MAY NOW BE DRAWN THAT GOVT IS NOT COUNTING TO ANY 
SUBSTANTIAL DEGREE ON TAX CUT TO STIMULATE CONSUMER DEMAND. 
SHOULD BE NOTED THAT INCOME TAX CUT IS PERMANENT MEASURE. 
ESTIMATE IS THAT IN SECOND YEAR CENTRAL GOVT TAX CUT WILL 
BE WIRTH YEN 316 BIL. 

7. NEXT YEAR'S BUDGET OPENLY FORMULATED IN CONTEXT SOME 
FAMILIAR CONSTRAINTS. GOVERNMENTAL STATEMENTS IN CONJUNCTION 
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WITH THE BUDGET PROCESS MAKE CLEAR THAT THERE IS NOT ONLY 
CONCERN ABOUT GETTING THE ECONOMY OUT OF THE RECOVERY PAUSE 
BUT ALSO ABOUT INFLATION. THE GOVT, PARTICULARLY MOF, 

DOES NOT HIDE ITS COMMITMENT POLITICALLY TO RESTRAINING 
GOVT BORROWING TO FINANCE THE GENERAL ACCOUNT DEFICIT TO 
NO MORE THAN 30 PERCENT OF TOTAL EXPENDITURES. IMPLICATION 
OF GOVT POSITION AND STATEMENTS IS THAT THEY WOULD HAVE 
OPTED FOR MORE EXPANSIONARY BUDGET HAD THEY CONSIDERED IT 
ECONOMICALLY AND POLITICALLY FEASIBLE. BUDGET REPRESENTS 
RATHER CLEARLY ALL GOVT FEELS IT CAN DO IN PRESENT CIR- 
CUMSTANCES. 
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8. FOLLOWING IS MOF PROPOSED GENERAL ACCOUNT BUDGET FOR JFY 77: 
PERCENT FROM 
AMOUNT IN CHANGE JEY 76 
BILYEN INITIAL REVISED 
REVENUES 20,034.3 17.7 16.0 

(TAXES & STAMP 

RECEIPTS) (18,240.0) 17.5 17.5 

(OTHER RECEIPTS) ( 1,724.4) 17.1 17.1 

(CARRIED OVER SURPLUS) ( 69.9) 

EXPENDITURES 28,514.3 17.4 15.7 

PUBLIC BOND PROCEEDS 8,480.0 16.6 15.0 


9. FOLLOWING ARE GENERAL ACCOUNT BUDGET EXPENDITURES BY 
FUNCTION: PERCENT CHANGE FROM 

PRIOR YEAR 

JFY 1977 
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(IN BILYEN) JEY 77 JFY 76 
TOTAL 28,514.3 17.4 14.1 

SOCIAL SECURITY 5,629.0 17.1 22.4 

EDUCATION AND SCIENCE 3,370.4 11.3 14.7 

NATIONAL DEBT 2,348.7 41.1 60.2 

PENSIONS AND OTHER 1,103.3 11.7 30.7 

LOCAL FINANCE 4,882.6 23.9 MINI 1 .0 

NATIONAL DEEENSE 1,690.6 11.8 14.0 

PUBLIC WORKS 4,201.1 19.1 21.2 


ECONOMIC COOPERATION 


206.4 


4.8 3.6 
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OTHERS 4,532.2 

RESERVES 350.0 

NOT ALLOCATED YET 200.0 

10. FOLLOWING IS MOF PROPOSED FISCAL LOAN AND INVESTMENT PROGRAM 
FOR JFY 1977: 

PERCENT CHANGE 
JFY 1977 FROM PRIOR YEAR 
IN BIL YEN JFY 77 JFY 76 
FLIP -TOTAL 11,907.6 12.1(1/) 14.1 

HOUSING 2,898.0 20.1 20.9 

TRANSPORTATION & TELE- 
COMMUNICATION 1,237.5 2.0 2.4 

ROADS 885.0 9.9 8.2 

FOREIGN TRADE AND ECONOMIC 
COOPERATION 966.0 11.2 21.3 

OTHERS 5,921.1 

1/ INCREASE OVER REVISED FY 1976 FIGURE IS 4.6 PERCENT. 

11. FOLLOWING ARE PRINCIPAL PROPOSALS FOR TAX CHANGES REVENUE 
ESTIMATES FOR INDIVIDUAL PROPOSALS OTHER THAN PERSONAL INCOME TAX 
CUT NOT AVAILABLE): 

FY 1977 
IMPACT ON 
REVENUES 
(BIL YEN) 
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PERSONAL TAX REDUCTION (INCREASE BASIC DEDUCTION, 

FAMILY DEDUCTION AND SPECIAL DEDUCTION FOR 
SURVIVORS, AGED AND HANDICAPPED) MIN 353 

LOCAL INCOME TAX REDUCTION (LOCAL INHABITANTS TAX) MIN 80 
VARIOUS TAX INCREASES (AFFECTING TAXATION OF 
VARIOUS SPECIAL BUSINESS ALLOWANCES AND RESERVES, 

INTEREST AND DIVIDEND INCOME, REGISTRATION, 

LICENSE AND STAMP TAXES AND CORPORATE 
ENTERTAINMENT EXPENSES) AND DECREASE 
IN COMMODITY TAX ON AUTO PURCHASES MEETING 
POLLUTION CONTROL STANDS PLUS 168 

HODGSON 
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